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Activities of the Private Companies Practice Section.
Published by and for members of the AICPA Division for CPA Firms.
Editor: John R. Mitchell.

Advocacy Activity
Accelerates
In recent months your PCPS committees have been
especially active in advancing the interests and
insights of CPAs who serve private companies. Here
are some highlights.
Health Care Specialty. The Executive Commit
tee wrote to the Institute’s Specialization
Accreditation Board (SAB), commenting on an article
in a state CPA society’s newsletter. The society’s
health care committee had requested the SAB to
study the need for a specialty designation for CPAs
“practicing in the health care industry.” The newslet
ter reported that the SAB had referred the request to
a task force that would develop the proposal, which
the SAB would then present to the AICPA’s Board of
Directors.
The PCPS letter discussed the Section’s con
tinuing opposition to a proliferation of accredited
industry specialties. Noting that the newsletter article
was the first indication that the SAB is preparing to
propose a health care specialty, the PCPS chair
man’s letter said that “If it appears that [the SAB] will
move ahead with this, I would appreciate your giving
this Section, and others in the profession, an
opportunity to comment.. . . Moving ahead would be
inconsistent with the opinions expressed at the May
30 ‘summit meeting’ on accreditation of specialties
and with subsequent discussions with the Board of
Directors.”
Internal Control Structure. Last summer the
Auditing Standards Division released a lengthy
exposure draft entitled Proposed Audit and Account
ing Guide for Consideration of the Internal Control
Structure in a Financial Statement Audit. The
Technical Issues Committee (TIC) welcomed the
draft and commented favorably on it. In addition,
they offered about a dozen detailed recommend
ations for specific improvements, designed primarily
to make the draft easier to use and understand.

Independence and Attest Engagements. The
TIC expressed its opposition to a proposed Ethics
interpretation that would establish independence
criteria for attestation engagements that are less
rigorous than those applicable to audits. After
discussing the issue, the TIC’s letter concluded:
“With our profession under increasing scrutiny by
Congress and the public, we believe this is
not the time ... to be weakening its independence
requirements.”
Continued on page 5

Auditing Division Issues
First Annual Risk Alerts
The AICPA has issued five alerts advising auditors
about current developments as they head into the
busy season. The first is the general Audit Risk
Alert-1989. It was published as a supplement to the
December CPA Letter.
The other four cover developments in specific
industries. They are entitled Savings and Loan
Industry Developments—1989 (022051), Credit
Union Industry Developments—1989 (022053),
Property and Liability Insurance Industry Develop
ments—1989 (022054), and Health Care Industry
Developments—1989 (022052). Institute members
can order these from the AICPA order department,
800/334-6961 (US); 800/248-0445 (NY). The mem
bers’ price is $2 each plus shipping and handling.
These are the inaugural publications in what is
planned as a regular updating of AICPA audit and
accounting guides. Industry development updates for
other industries covered by the guides are planned
for 1990.
□
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PRC Inaugurates
Team Captain News

“Chas” McElroy To
Chair PRC

Peer Review Committee Chairman Charles J.
McElroy asked your Advocate to announce his
committee’s new publication, Team Captain News.
Its mission is to give peer review captains timely
information on the PRC’s deliberations. The newslet
ter will be included in the package that team
captains receive shortly before each review. The
Advocate will report items of general interest.
Here are highlights from the first edition.

The PCPS Executive Committee has appointed
Charles J. McElroy to chair the Peer Review Commit
tee. Mr. McElroy is a veteran member of the PRC,
and is also an alumnus of the AICPA’s Accounting
Standards Executive Committee. He is a partner in
Larson, Allen Weishair & Co., in Minneapolis.
□

Inspection
A modified report is not required simply because
a new member firm has not completed an inspection
before its first review. Depending on the review’s
other findings, the team captain may:
• Limit discussion of the failure to perform an
inspection to the exit conference;
• Mention it in the letter of comments and issue
a clean report; or
• Issue a modified report.

Consultation
Captains will no longer be required to consult
with AICPA staff each time a substandard engage
ment is identified. However, if a disagreement arises
between the reviewer and the reviewed firm on the
actions to be taken to cure a non-GAAP (AU561),
non-GAAS (AU390) or non-SSARS engagement, a
captain should always contact the AICPA staff,
whose members have been consulting with team
captains for over ten years.
As always, reviewers are encouraged to consult
with the staff of the AICPA’s Quality Review Division
any time difficulties are encountered during a review.
The Division may be reached at (212) 575-6650.

★

★

★

“We hope,” said “Chas” McElroy, “that our new
newsletter will help assure the continued quality and
consistency of PCPS peer reviews. Of course,” he
added, “reviewers should always make sure that
their Peer Review Manuals are up to date.” For
example, the most recent revision is Update 8,
issued in November 1989.
□

Charles J. McElroy
Chairman, PCPS Peer Review Committee
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TEAM Meeting Results
The PCPS Executive Committee continued its com
mitment to support smaller firms by sponsoring
TEAM meetings last fall in Los Angeles, Dallas/Ft.
Worth and near Washington, D.C. (TEAM stands for
TEn At Most.) The meetings allow practitioners from
firms with up to ten professionals to meet informally
and exchange practice ideas. This gives practitioners
a chance to meet new colleagues and discuss topics
ranging from personnel to direct marketing. Some of
the ideas sparked by the conferences follow.
New Business Leads. Participants were eager
to share innovative ways to attract new clients. One
firm conducted a client satisfaction survey that asked
respondents, “If you are happy with the services
being provided by our firm, please list two prospec
tive new clients for us.” The firm was astonished by
the number of leads generated by this question.
Another firm, after receiving a commitment from an
insurance agent to find clients, jokingly set a goal for
the agent. The agent accepted the challenge and
delivered several leads.
Recruiting. In a “win-win” recruiting tactic, one
firm paid a $500 bonus to staff members who
brought in new employees. The firm found that leads
from employees were of a better caliber than those
received from employment agencies, and cost the
firm far less. Also, the program is popular with
current staff members.
Marketing. A discussion of marketing tech
niques provoked several suggestions. One firm
mentioned that when calling on prospective clients,
they often were prevented by a secretary from
speaking with the owner. The firm found that this
roadblock disappeared if they called before 9:00 or
after 5:00. Some mentioned having difficulty putting
together firm brochures and client information book
lets. They were not aware of the PCPS Brochure
Production Guide and the Newkirk publications that
are available to members. The Brochure Production
Guide is in the PCPS Marketing and Public Rela
tions Binder. For information on Newkirk publica
tions, contact Paul Ainsworth at 800/525-4237.

TEAM meetings are structured to allow max
imum flexibility and information exchange among
participants. In Los Angeles, one person suggested
that registrants would benefit more by being seated
according to firm size—particularly sole practi
tioners. This suggestion proved very beneficial in
later meetings. Most participants also recommended

keeping the meetings at regional sites, and
requested that additional meetings and locations be
added in 1990.
Overall, the meetings were rated a resounding
success. Participants appeared to learn a lot from
the gatherings. For example, a number of firms felt
that the conference gave them confidence that
raising their rates would not cause a dramatic
turnover in clients. Others stated that they had a
better self-image and were reassured that being a
small practitioner has definite advantages over being
with a larger firm.
In response to these suggestions and results,
the PCPS Executive Committee enthusiastically
agreed to sponsor six TEAM meetings in 1990, most
probably in the fall. Details will be included in future
issues of the Advocate and mailings to member
firms with up to ten professionals.
□

Annual Conference
Preview
Again in 1990, the PCPS Conference promises to be
a major professional event. From May 6-9, PCPS
members and their guests will luxuriate in the
beautiful Hyatt Regency Grand Cypress resort in
Orlando, earning up to 23 hours of partner-level CPE
credit—and enjoying a well-deserved break!
This year’s program is as impressive as the
Grand Cypress itself. Plenary and breakout sessions
will address litigation support, staff retention, liability
issues, retirement plans, the care and training of
partners, and personal financial planning for high
income clients. Representatives of the U. S. Office of
Management and Budget, the FASB, and the
AICPA’s Auditing Standards Board and Accounting
Standards Executive Committee will discuss recent
and prospective pronouncements from the perspec
tive of privately-held companies and their CPAs.
Plus, the Conference offers special technology ses
sions on the “CPA firm of the 90s” and hands-on
micro workshops on producing automated state
ments.
The theme of the Conference is “PCPS: Leading
the Profession into the 1990s.” On Monday top
leaders of the AICPA and PCPS will lead off by
presenting the insider’s view of where the profession
and the Section are headed, and how that affects
individual firms. Dr. Tom Connellan, a popular group
speaker, will help you adapt to these changes and
“Make Things Happen” in your firm.
Continued on page 4
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TEAM Meetings Explore
Exculpatory Clauses
Neither engagement letters nor legal liability were on
the agendas for last year’s TEAM meetings. How
ever, these agendas always include ample time for
open-ended discussion. At two of the three 1989
meetings, speakers discussed ways of limiting lia
bility and avoiding nuisance claims by former clients.
Several participants were already attempting to
limit liability with carefully developed wording in their
engagement letters. Steven Kaufman (WS&B/
Kaufman, Bethesda, MD) a panelist and chairman of
the TEAM steering committee, said that he has used
such clauses for several years, and only one client
ever objected. Responding to participants’ requests,
Mr. Kaufman mailed copies of his wording to all the
registrants at the meetings in which he participated.
He uses these two paragraphs:
You agree that ABC Co.’s liability hereunder for
damages, regardless of the form of action, shall not
exceed the total amount paid for the services
described herein. You agree that ABC Co. shall not be
held liable for any lost profits, or for any claim or
demand against you by any other party and ABC Co. is
not liable for incidental or consequential damages
unless this letter has been modified to include the
possibility of such liability.
This letter comprises the complete and exclusive
statement of the agreement between the parties,
superseding all proposals oral or written and all other
communications between the parties. If any provision
of this letter is determined to be unenforceable, all
other provisions shall remain in force.

Mr. Kaufman emphasized that while this wording
could be effective with respect to clients, it might not
be against third parties who may have relied on
financials with which his firm was associated. He
also pointed out that the law varies from state to
state, and advised participants to clear the wording
they plan to use with legal counsel.
There was related material in the April 1988
Bowman’s Accounting Report (Atlanta, GA), which
quoted the following passages:
You agree that XYZ Co.’s liability hereunder for
damages, regardless of the form of action, shall not
exceed the total amount paid for the services
described herein. This shall be your exclusive remedy.
You further agree that XYZ Co. will not be liable for any
lost profits, or for any claim or demand against you by
any other party. In no event will XYZ Co. be liable for

incidental or consequential damages even if XYZ Co.
has been advised of the possibility of such damages.
No action, regardless of form, arising out of the ser
vices under this agreement, may be brought by either
party more than three years after the date of the last
services provided under this agreement.
This letter comprises the complete and exclusive
statement of the agreement between the parties,
superseding all proposals oral or written and all other
communications between the parties. If any provision
of this letter is determined to be unenforceable, all
other provisions shall remain in force.

This language was used by a regional firm,
whose managing partner was quoted as saying “So
far, only 15 of 4,000 clients have objected, and we
haven’t lost any. I’m considering two-tier pricing for
those who won’t sign.”
Another approach that was mentioned was
stating that the CPA’s liability would be limited to
some specified multiple of the fee for the engage
ment in question. However, some felt that
exculpatory clauses such as these could raise
questions about professionalism: “Money back guar
antees are fine on a VCR recorder, but they hardly
seem suitable when a professional CPA’s negligence
has caused substantial harm to a client or known
third party.” But, others said, then even malpractice
insurance would be inappropriate.
□

Conference Preview
Continued from page 3

Those interested in peer and quality review can
attend optional post-conference courses—a half-day
on the “nuts and bolts” of the review process, or the
brand new two-day training course for reviewers and
team captains. For guests, PCPS will host tours to
Sea World, Winter Park and Cypress Gardens.
Sunday’s activities offer a choice between the
PCPS golf and tennis tournaments and a tour of the
Kennedy Space Center. That evening, old and new
friends will gather at a spectacular “Circus-Circus”
opening reception. Babysitters will be available
throughout the conference and Tuesday evening will
feature a supervised children’s mini-Olympics pro
gram so parents can enjoy buffet dinner and dancing
and play a round of PCPS’s “goofy golf.”
Conference brochures will be mailed shortly, but
since the Section’s records only list one person’s
name per member firm, some Advocate readers may
not receive brochures in time. For complete details,
call the AICPA Meetings & Travel Department at
212/575-6451.
□
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Advocacy Accelerates
Continued from page 1

Measurement Focus and Basis of Govern
mental Accounting. Commenting on a revised
exposure draft of a proposed Statement of Govern
mental Accounting Standards, the TIC expressed its
appreciation for the GASB’s favorable response to
most of its recommendations on the earlier draft,
which was issued in 1987. “Overall, our committee
agrees with the guidance proposed in the current
ED. We believe the flow of financial resources
measurement focus using an accrual basis of
accounting (as defined in the ED) ... is appropriate.”
The TIC’s letter then presented several detailed
recommendations, including an appeal not to depart
from traditional GAAP without adequate justification.
QC Documents for Tax Practice. The Execu
tive Committee reviewed drafts of sample quality
control documents for local CPA firms’ tax practices.
These were developed largely in response to the
Committee’s earlier request that the Tax Division
develop materials that could be used to review tax
practices.
The Committee agreed that the draft documents
could be a valuable starting point for a firm that
wants to establish a QC system for its tax opera
tions. However, the Committee also wrote “the drafts
were somewhat of a disappointment to us. When we
first suggested this project, we hoped it would lead to
a consulting-type review of member firms’ tax prac
tices, the objective being to improve their efficiency,
effectiveness and profitability. . . . Your drafts
suggest that the Tax Division is ... developing a
regulatory-type review. In general, we believe that in
tax practice, regulatory initiatives should come from

the IRS, not from our own Institute. In addition, we
are convinced that there would be a substantial
market for the consulting-type review, but a very
limited one for a regulatory one.”
The Committee’s belief that there would be a
market for a consulting-type review is based partly
on discussions and straw votes at recent PCPS
conferences.
Disclosures About Financial Instruments.
Commenting on an FASB exposure draft, the TIC
first expressed its appreciation for the Board’s
responsiveness to the TIC’s 1988 letter on an earlier
exposure draft on the same subject. The TIC then
urged the FASB to limit this statement to disclosures
about financial instruments with off-balance-sheet
risk, as its proposed title seems to imply. “Yet it
includes in one of its closing paragraphs—almost as
an afterthought —a requirement for disclosures of
group concentrations of credit risk arising from all
financial instruments. This requirement would affect
the financial statements of the overwhelming major
ity of private companies, because smaller
companies’ trade receivables typically involve either
regional or industry concentrations. A requirement
with such broad impact requires more intensive
consideration by potential respondents, and should
not be buried in this pronouncement, which has a
very different focus.”
In later conversations, the TIC learned that
FASB members had hoped to issue the statement,
including the part that would require new disclosures
about trade receivables, in late 1989, to be effective
for periods ending after December 15,1989. The TIC
argued that it would be unreasonable—and unat
tainable—to expect practitioners to implement a new
requirement on such short notice.
□
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